This paper investigates correlation between subsidies to invest in development projects, innovation, financial performance and sustainable growth. The focus of the study is on subsidies for co-financing purchases of new technological equipment aimed at promoting innovation and production of new products. Subsidies are distributed based on the prepared European Union (EU) and national programs for the purposes of faster economic growth in accordance with the policies and guidelines of the EU. The paper employs a combination of enterprises' accounting data, data on subsidies and unique in-depth data obtained through a survey at the enterprise level. The results revealed a positive impact of subsidies on financial indicators, and only limited effect on innovation. While analyzing sustainable growth, we have established that the enterprises that received subsidies had a higher growth of financial indicators.
Introduction
One of the main socio-economic objectives of the European Union (EU) is to promote balanced and sustainable economic and social progress, in particular through the creation of an area without internal frontiers, through strengthening economic and social cohesion, and through the establishment of an economic and monetary union [1] . The idea of public aid programs for strengthening local economic performance is widely recognized and used by many national or local governments [2] . The European Commission (EC) provides direct funding in the form of subsidies to projects and organizations that support European interests and are involved in implementing EU programs and policies [3] .
In accordance with the EU rules, Slovenia had to compile programming documents for cohesion policies for the 2007-2013 period. The National Strategic Reference Framework (NSRF) defines prosperity as a global goal, and emphasizes the promotion of economic growth and job creation (two key goals of the Lisbon Strategy), and cohesive regional development.
The ability to build sustainable development based on growth of small and medium sized enterprises (SMEs) and innovation potentials is thus crucial for the future prosperity of the EU. The importance of SMEs in society can be even greater, as they provide employment opportunities and are an essential factor in creating prosperity for local and regional communities. Accordingly, the EU put the needs for growth of SMEs firmly at the centre of the Lisbon Strategy for Growth and Jobs [4] . SMEs form the backbone of the EU-28 economy [5] . Given the significant scale of small business in nearly every economy, their aggregate achievements have a major effect worldwide [6] .
SMEs perform fundamental role in various stages of economic development [7, 8] . SMEs are a main driver of economic growth, innovation and technological progress [9, 10] .
A major objective of governmental research and development (R&D) subsidy programs is to reduce the constraints on the financing of innovation [11] . The analysis of the effects of public R&D subsidies is a typical policy evaluation problem. The question of interest is what the effect of government R&D subsidies on funded firm is [12] .
The growing enterprises should not neglect the importance of sustainability from the economic, social or environmental aspect. Whilst enterprises recognize their considerable role and responsibilities in sustainability [13, 14] , 90% of worldwide businesses are categorized as SMEs and generate approximately 50-60% of employment opportunities [15] .
Subsidies are one of the possibilities for strengthening the economic growth and can be obtained by enterprises with appropriate projects through tenders. Subsequently, the purpose of this study was to focus on the impact of subsidies on financial performance, development and innovation in SMEs and sustainable growth of enterprises.
Theoretical background

Subsidies
Funds from the EU budget are spent in areas where the financial support generates the strongest effect [16] . The EC provides direct funding as nonrepayable or repayable aid to projects and organizations that support European interests and are involved in implementing EU programs and policies [3, 17] .
In the 2004-2006 period, EUR 239 million of EU funds were available to Slovenia [1, 18] , in the 2007-2013 period the available funds amounted to EUR 4.1 billion [19] , and in the 2014-2020 period around EUR 3.255 billion are available to Slovenia from the European Structural Funds -the European Regional Development Fund (ERDF), European Social Fund, and Cohesion Fund.
In the 2007-2013 period, enterprises could obtain subsidies for additional investments in technological equipment, R&D, business premises, business processes and other intangible investments. Subsidies could be acquired at the national level (decentralized programs), and the EU level (centralized programs).
Enterprises receive subsidies based on the appropriate applications with which they apply for specific public tenders. Public tenders are implementation operations based on national and European programs with specific objectives and results. A region will achieve the desired progress in the area of sustainable growth only with the appropriate allocation of subsidies from public tenders. The EU devotes funds for the economic growth of a region with financial resources within an individual multiannual financial framework.
As can be seen from Table 1 , the EU devotes 45% of its budget for measures of the "sustainable growth".
In planning of investment activities, R&D is an important process of successful enterprise management. Coordinating the activities with time schedules of institutions granting subsidies at the national or EU level, and their different areas of work it is important for an enterprise's future growth. Obtaining and implementing subsidies can have a significant impact on the enterprise's development and growth. SMEs are especially sensitive in this area. 
Subsidies -Product 4
One of the biggest public tenders conducted by Slovenian Enterprise Fund (SEF) was Product 4 (P4). Between 2006 and 2009, SEF granted a total of EUR 315,972,379 in investments through the P4 tender, granting subsidies in the amount of EUR 135,316,329. The subject of the public tender P4 was co-financing (direct subsidies) of the purchase of new technological equipment that represents the initial investment. Initial investments are investments in tangible and intangible assets related to the establishment of a new business, expansion of an existing business, expansion of the enterprise's activities to new, additional products or a fundamental change in the overall production process of an existing enterprise. The purpose of the P4 public tender was to promote and encourage initial investments, which should be reflected in greater competitiveness of enterprises, measured by increased growth and productivity, a more competitive performance with higher value added per employee.
The eligible costs included: material investments (purchase of new machinery and equipment) and immaterial investments (purchase of software). The investment had to represent a meaningful technological whole and had to be associated with new products/services.
The enterprises received subsidies if their projects met the criteria of the sets "technology" and "innovation". The projects by the enterprises that introduced new technological lines, the associated plants or systems representing technological and informational solutions in connection with the technological process were entitled to a subsidy. Technological solutions that enable the implementation of a new product/service as a result of an enterprise's own development are being introduced. Our analysis focuses on the enterprises that received P4 subsidies.
Subsidies for research, development and innovation
Subsidies are primarily granted to enterprises for research, development and innovation (RDI). Studies on the impact of subsidies on R&D have been conducted for example in Germany, Ireland, Finland, Slovakia, the Czech Republic and Spain. Government subsidies can boost R&D activities that would not have been conducted without this funding [21] . Usually this is because such funding is cheaper than any other capital. There are also claims that obtaining subsidies is positively correlated with variables that reflect research experience [22] . According to [23] , enterprises that received subsidies have stronger R&D on average. Enterprises that received subsidies increased investment in R&D by around 4%. Enterprises in the Czech Republic and Slovakia would carry out more than one third of the projects even without receiving the subsidies [2] . Agricultural subsidies can have negative impacts on technical efficiency of farms [24] .
Manufacturing enterprises in Finland that received lower subsidies increased the share of own funding for R&D, while excessively high subsidies resulted in a decrease in own funding that enterprises were willing to allocate for R&D [25] . Sufficiently high subsidies encouraged enterprises to increase export and operate in foreign markets more efficiently [26] . However, there is no evidence that subsidies boosted export in enterprises that had not exported before. A positive correlation between exports and investments in R&D in exporting countries was found, while the regression coefficient for R&D variables in importing countries was mixed [27, 28] .
Subsidies provide a significant share of R&D funding in Finland. The number of filed patents would drop without subsidies, and data also shows that enterprises that had not received subsidies for their R&D would be much more efficient if they had received them demonstrated that subsidies reduced obstacles in financing technological equipment in Finland [11, 29] .
A survey conducted in 2000 Spanish enterprises showed that subsidies for R&D partially boosted R&D, and that some enterprises would not be conducting R&D without them. However, the majority of subsidies are granted to enterprises that would conduct R&D in a more or less same extent even without them [22] . Study conducted in Spanish manufacturing enterprises between 1998 and 2009 showed that subsidies may have lasting incentive effects in 9% of all Spanish manufacturing enterprises [30] . Smaller enterprises (with less than 200 employees) require higher subsidies.
In Germany, there is concluded that market uncertainty can result in a drop in R&D investment, while subsidies for RDI lead to higher investment in R&D [31] . R&D subsidies can mitigate the effects of market uncertainty.
Sustainable growth
It is important how organizations manage their growth to make it sustainable and not fall into the trap of excessive growth. Organizations that operate in a sustainable manner are the driving force of market economy [32] . Sustainable growth means building a sustainable and competitive economy that uses resources efficiently and strengthens the enterprises' competitive advantages, especially in manufacturing and among SMEs, as well as raising consumer awareness about the benefits of using resources economically [3] . Sustainable growth means that an organization's revenue as well as profit increase over a prolonged period of time, while the organization generates a total return for investors that exceed the total cost of equity or capital [32] . Growth can be deemed sustainable when an enterprise's revenue and profit increase over a prolonged period of time, while the total return for investors exceeds the total cost of equity [33] .
According to data from the [19] , Slovenia undertook to pursue three EU growth priorities (sustainable, smart and inclusive growth) in a number of documents and with the process of economic management at the EU level (National Reform Program, Stability and Growth Pact, Fiscal Compact), and primarily the Europe 2020 Strategy. Sustainable development will be the main guiding principle for the Slovenian smart specialization strategies, S4 [34] in drawing up all programs for the absorption of EU funds. Smart specialization strategy is an alternative approach to setting countries' R&D policies, aimed at promoting efficient and successful investments in areas that generate the highest value added and contributes to achieving sustainable growth and development goals the most [19] . German enterprises from different industries could successfully compete with low-cost competitors from around the world owing to their efficient innovation management [35] . In addition, there is study [35] , which also found strong correlation between efficient innovation management and sustainable and profitable growth.
Measuring business performance
Measuring business performance of enterprises is a special challenge. Traditional systems of measuring enterprises' performance have several weaknesses, since they have focused primarily on business performance represented through financial data and calculations. There is the difference between an enterprise's financial and business performance and its effectiveness [36] . Financial performance is a subset of business performance, while business performance is a subset of effectiveness. It can be defined high performance enterprises that achieve financial and nonfinancial results that are better than those of other enterprises in their industry over a period of time of at least five to ten years [37] . The following enterprises' financial results were compared: revenue growth, profitability, return on assets, return on equity, return on investment, return on sales, and total shareholder return. Empirical evidence indicates the overwhelming importance of strategic planning for SMEs' business performance [25] . Subsidies that were obtained by enterprises in Sweden between 1987 and 1993 affected the growth, but had little impact on productivity [38] . According to [39] , subsidies lead to a short-term increase in productivity, while their impact on enterprises' long-term performance is small or negligible. In addition, according to [40] not any of the subsidies types have statistically significant positive short-term or longer term impacts on the firm's labor productivity. There were attempt to find positive correlation between subsidies and effectiveness measured by profitability, financial leverage and growth, for Greek enterprises in the food and beverage industry, which received subsidies between 1982 and 1996. However, the study [41] concluded that subsidies affected only the growth of these enterprises, but not other performance measures.
Hypotheses development
We examined the correlation between financial indicators and innovation in enterprises that received subsidies in the P4 public tender. We measured two groups of effects, namely financial and indirect other effects.
The first group of effects can be measured by monitoring financial indicators published in publicly available databases such as business registry [42] . In this group we examined the effect that subsidies have on the following financial indicators: revenue, profit, increase in the number of employees and value added per employee. We monitored the second group of effects through correlation between financial indicators and innovation in enterprises. This group of effects was measured using data obtained with a questionnaire. We used Cronbach's alpha to measure the reliability of the questionnaire. We applied the principal component method to map separate variables to a determined number of new variables i.e. principal components. Principal components are expressed as a linear combination of basic variables and preserve their total variability. Principal components are ranked in decreasing order of variance [43] . This was followed by a multiple regression analysis.
Sustainable growth was measured by monitoring financing indicators: revenue, profit, number of employees, value added per employee, assets, net income, capital, operating revenues to operating expenses. With the statements pertaining to the field of sustainable development, we have also compared the sustainable growth of the enterprises that received subsidies with the ones that did not receive them. 
H2: Effects of subsidies from the P4 public tender are positively correlated to innovation, which in turn is reflected in enterprise performance. The major part of EU co-financing programs is focused on R&D. In the 2007-2013 period, 24.8% or EUR 85.399 billion of all funds available were earmarked for innovation. In this period, EUR 4.101 billion were available to Slovenia, EUR 1.168 billion or 28.5% of which were earmarked for innovation. 23.8% of these funds were spent on RDI, 0.8% on entrepreneurship, 2.1% on innovative information and communication technology (ICT), and 1.9% on human resources [44] . According to EC's data [45] , Slovenia could obtain funds from the EU budget through two important instruments: Structural Funds and the 7th Framework Program for Research (FP7). Under the 2007-2013 financial perspective, Slovenia could distribute EUR 4,101 million from Structural Funds, around EUR 1,013 million of which was associated with RDI. Subsidies from FP7 were obtained by 849 applicants, who received EUR 152 million in total. Around 15.62% of applicants were successful in obtaining the funds, which is below the EU average, which stands at 19.62%.
Government of the Republic of Slovenia [18] sets a goal of improving innovation performance measured with the aggregated indicator Innovation Union Scoreboard, and raising the innovation index to the level of six top innovation leaders (Luxembourg, the Netherlands, Belgium, the United Kingdom, Ireland, and Austria), i.e. from the current 0.51 to 0.62 by 2020.
Our study will examine whether subsidies actually resulted in enterprises' better business performance by looking for correlation between separate innovation components and subsidies. Data source about subsidies is public and was obtained from public business registry databases [43] . We collected data about innovation with a questionnaire. H3: Enterprises that obtained subsidies achieve sustainable growth. In the EU documents for the 2014-2020 period, sustainable development is presented as one of the key factors for EU's economic growth. The ERDF contributes to the financing of support which aims to reinforce economic, social and territorial cohesion by redressing the main regional imbalances in the EU through the sustainable development and structural adjustment of regional economies, including the conversion of declining industrial regions and regions whose development is lagging behind [46] . As stated in NSRF [47] , the EU would in the medium term between 2007 and 2013 channel these cohesion funds primarily into purposes supporting sustainable economic growth, economic competition and job creation, as determined in the renewed Lisbon Strategy. We examined sustainable growth of enterprises that obtained subsidies through the P4 tender.
Research methodology
Methods and data
The relationship between financial indicators and innovation in enterprises that received grants from the P4 public tender was examined using statistical methods. Two types of effects were measured. First, financial effects were measured using financial indicators obtained through publicly available database from business registry [43] . It was examined the impact of subsidies from the P4 public tender on enterprises' financial indicators. The following financial indicators were used: revenue, profit, growth in employment, and value added per employee. Second, the relationship between financial indicators and innovation in enterprises was examined. This group of effects was measured using data obtained with the survey questionnaire. The Cronbach's alpha was used to measure reliability of the questionnaire. This was followed by a multiple regression analysis in which the correlation between the dependent and independent variables was determined.
Third, sustainable growth of enterprises was measured using the financial indicators: revenue, profit, number of employees, value added per employee, assets, net income, capital, and operating revenues to operating expenses. We have identified the differences in responses to the statements from the field of sustainable development as well. The following aspects of sustainable growth were defined: social, economic, and ecological.
Sample and units
For testing H1 and H2 the sample consists of SMEs that received subsidies in the P4 public tender. There were 918 successful applications filed by SMEs in the 2006-2009 period. The questionnaire was sent to 665 SMEs and 118 responded, representing 17.3% of the success rate. They represent 14.9% of all SMEs that were successful in the P4 public tender. According to their size, 44.1% was micro, 37.3% small and 18.6% medium sized enterprises. Testing the H3 set includes enterprises that were established before 2000 and had at least 5 employees at the end of 2014. There were 6,190 such enterprises.
Sustainable growth was analyzed with the financial indicators for the 2000-2014 period and a survey questionnaire answered by 396 enterprises, 133 of which received subsidies. The sample was represented by 37.88% micro, 44.49% small, 13.89% mediumsized, and 4.04% large enterprises. 3.03% of the enterprises were up to 15 years old, 92.17% between 16 and 30 years old, and 4.8% more than 30 years old.
Results
The financial effects: testing the H1 set
As part of testing the H1 set, a financial analysis of SMEs that were successful in the P4 public tender was conducted. The financial effects were measured with four financial indicators: total revenue, net profit, average number of employees, and value added per employee (Table 3) . We calculated both, the average increase of financial indicators for SMEs that were successful in the P4, and the average increase of financial indicators for SMEs that responded to the questionnaire. Total revenue, average number of employees and value added per employee demonstrated the positive impact of P4, while net profit was negative, especially in 2007.
For all SMEs that were successful in the P4 public tender, we measured 4 financial indicators, using a descriptive value: Positive, Negative, and Neutral. The measured financial indicators were classified as follows: 1442 were positive, 1208 negative and 11 neutral. This means that SMEs achieved an increase in financial indicators, and improved their financial performance.
Innovation and the results of regression analysis: testing the H2 set
The purpose of testing the H2 set is to determine the impact of innovation on SMS's performance. The analysis is based on primary data obtained from the questionnaire. The H2 set argues that the effects of subsidies from the P4 public tender correlate positively with innovation in the SME, which determines economic performance positively. Therefore, in the regression framework, the dependent variable is economic performance measured using value added per employee. The independent variables are the four principal components of innovation in SMEs: innovation incentives, innovation procedures and standards, innovation as the prerequisite, and ways to innovate. The tested multiple regression equation is:
where VAP -value added per employee, a -regression constant, b1, b2, b3 and b4 -regression coefficients, INOI -innovation and the way to innovate,
INOP -innovation as a prerequisite, INOS -innovation as innovation procedures and standards, INOIN -innovation as innovation incentives, and ε -error term.
The regression coefficient for the innovation incentives is negative and insignificant (Sig. 0.538) (Table 4). The regression coefficient for the innovation procedures and standards is positive and insignificant (Sig. 0.897). The regression coefficient for innovation as a prerequisite is positive and significant at the 6% significance rate (Sig. 0.056). The regression coefficient for ways to innovate is positive and significant at the 8% significance rate (Sig. 0.077).
These results suggest that value added per employee is significantly positively associated with the principal component Innovation as a prerequisite and to a lesser extent with the principal component Innovation and the way to innovate, but not with two other components.
The sustainable growth: testing the H3 set
To test the H3 set, we analyzed the growth of financial indicators: revenue, profit, number of employees, value added per employee, assets, net income, capital, and operating revenues to operating expenses. The growth of the financial indicators is prepared for the period of 7 years prior to the implementation of the financial perspective for the 2000-2007 period, and for the period of implementing the financial perspective for the 2008-2014 period. The financial perspective officially began in 2007, but the enterprises could not start with their projects until 2008 due to delays in publishing public tenders. The time periods are thus set to these two intervals.
As shown in Table 5 , as far as the growth of the indicators "assets", "revenue", "net income","OROE" and "VPE" are concerned, thes en- Table 4 The results of testing H2 set.
Predictors
Unstandardized terprises that received subsidies showed poorer growth in the period before receiving the subsidie and better growth than the enterprises that did not receive subsidies in the period after receiving the subsidies. The enterprises that received subsidies had more capital during both periods. Interestingly, the growth of employees was higher during both periods in the enterprises that did not receive subsidies.
Discussion
EU contributes funds for cohesive development of regions to its members. These funds are distributed through a number of programs and tenders, separated by area. One of such tenders was P4, in which subsidies were granted for investments in technological equipment, and which is analyzed in this paper. Tenders in the P4 program were published in the 2006-2009 period, when almost EUR 316 million was made available, with subsidies amounting to some EUR 135.3 million. This study focused on direct effects, i.e. on business and financial performance indicators and other effects, and impact on innovation. To test the H1 set, financial effects were measured using four business and financial performance indicators. In general, SMEs achieved positive financial impact from subsidies granted through P4. Based on the three analyzed financial indicators, SMEs that were successful in the P4 public tender perform better than the average of all enterprises operating in the eligible industries. Thus, the H1 set cannot be rejected. Well performing SMEs are more likely to have the capacity to efficiently apply and compete in the P4 public tender, which further increases their competitive edge and the level of business efficiency.
To test the H2 set, the multiple regression analysis was conducted using previously determined principal components as independent variables. In the H2 set, SMEs performance is measured through the impact of innovation. Value added per employee is significantly positively associated with the principal component Innovation as a prerequisite and to a lesser extent with the principal component Innovation and the way to innovate, but not with two other components. This means that the H2 set cannot be rejected only partly.
In the H3 set, we have established that the enterprises that received subsidies on average achieved higher growth of financial indicators than the enterprises that did not receive them. In addition, the enterprises that received subsidies had higher average scores for the statements in the social, ecological, and economic aspects of sustainable development.
In our case, 44.1% of SMEs that responded to the questionnaire have poorly developed innovation. For comparison, there is investigated the effect of subsidies in SMEs in Germany [48] . They found that SMEs that received grants directly from the EU are more innovative than SMEs that received grants through national institutions, as was P4. Micro enterprises do not usually apply to direct calls from the EU. A micro enterprise is defined as an enterprise with fewer than 10 employees, whose annual revenue and/or annual balance sheet total does not exceed EUR 2 million. Most of them do not qualify in tenders, because they are too small or do not have enough staff and/or capacities for research activities. They do not have operational capabilities required for implementing the project. Micro enterprises are more likely to generate the major part of their revenue through the production of well-known products for known customers. They do not usually have their own R&D departments and are accordingly investing less in innovation activities. Most SMEs that received subsidies in P4 are classified under activities C: Manufacturing in the standard classification of activities (NACE). In general, the government subsidies distributed through P4 in Slovenia achieved their goal and had a positive impact on the SMEs' performance. The impact was greater on financial indicators than on innovation. This suggests that managers in Slovenian SMEs do not pay enough attention to innovation. For the majority of micro and even small enterprises, innovation still means upgrading subscriber documents or plans to the level of SME's technological equipment capacity. Only by boosting innovation and increasing the number of new innovative products could Slovenian SMEs raise the quality level of their products or services to the EU level, which is consistent with the declining or stagnating GCI for the Slovenian economy [49] .
Conclusion
The novelty and contribution of this paper is that it assesses the impact that the subsidies distributed through the P4 public tender had on SMEs' business and financial performance, and innovation. This is the first study conducted in Slovenia measuring the impact of the specific P4 public tender on achieving the aims and objectives that were identified in the public tender designed to co-finance purchases of technological equipment in the 2006-2009 period. The results revealed that government subsidies have a more positive impact on SMEs' business and financial performance than on innovation. As subsidies are related to budgetary funds and taxpayers, it would be interesting to explore the impact of subsidies on financial performance and innovation for all tenders, not only the P4. Results are important not only for the purposes of research; they can have also important policy implications in relation to the implementation of government aid programs and EU directives.
